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According to Eduardo Modiano, president of the National Social and Economic Development Bank
(BNDES), the recent debt restructuring agreement with foreign commercial banks will permit the
government to remove a major obstacle to foreign investor participation in privatization of staterun enterprises. Under existing rules, foreign debt paper used in debt- equity swaps applied to
privatizations must be discounted by a minimum 25% of face value. Modiano said the restriction
was responsible for foreign investors' almost total lack of interest in privatizations to the present. Of
the US$4 billion in revenue obtained from privatizations thus far, foreign investors accounted for
only US$30 million. The debt restructuring agreement includes the conversion of loan contracts to
bonds. The bonds held by creditor banks are to be "discounted," or face value will be up to 35% less
than original loan principal. (See Chronicle 07/09/92 for coverage of agreement.) Implementation of
the agreement requires approval by the Senate. Modiano pointed out that amendments to existing
legislation are not necessary to carry out a de facto elimination of the discount requirement on debtequity swaps. He said that if the Senate approves the agreement "as is," the already discounted
bonds would be used by foreign investors in acquiring a stake in privatized companies. The
National Monetary Council (CMN), which established the 25% discount rule, could then simply
revoke the same. In brief, the new bonds would be exchanged for equity at face value. [Source: O
Globo (Brazil), 07/20/92]
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